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Background 


EU member states and politicians in general have discussed the situation in the EU where 
some countries have higher taxes, and some have lower. Countries with lower taxation 
especially for multinational companies (MNC’s) attract companies to strengthen their la- 
bour market. This leads to unhealthy tax competition inside the EU. 


Taxation of private citizens is also quite different in the different EU countries, some coun- 
tries having a flat tax and others a progressive one. 


Current situation 


Countries with insufficient tax revenues are benefiting from the subsidies and support from 
the EU, i.e. the member states that have secured sufficient tax income levels. We are ef- 
fectively seeing a transfer of wealth. 


Example 1.: Country A, with a low tax level, can attract MNC’s and provide 
work for its citizens. At the same time the infrastructure, road, health care 
and education, cannot be fully supported by the country’s own revenues. This 
country becomes a net receiver of EU support. 


Countries. Like the one in Example 1., are thus depending on those countries with higher 
revenues. This leads to different kind of problems, including economic and political ones. 
At the end, as a whole, this can be detrimental for the entire EU. 


Reference Tax 


The idea with a reference tax, Fig.1., is to have a tax level common for the entire EU (and 
preferably also the EEC). It is to be used when different payments from individual members 
states towards the EU and from the EU towards individual member states are agreed upon. 


The reference tax is an agreed tax level and based on this tax, and together with the value 
of the GNP, the final payments for the member states are defined. 


A few examples with a 20% reference tax level: 


Example 2. Country B, with a 20% tax level, has the same tax level as the ref- 
erence tax level. There will be no gap between estimated and real payments 
for the country. 


Example 3. Country C, with a 30% tax level, is above the reference level. It 
follows that only the revenue up to the 20% tax level will be considered when 
setting the final payments to the EU for the country. Also, note, when subsi- 
dies are decided upon, only the income according to the 20% reference level 
will be considered. This means that Country C will benefit twice, with lower 
payments and higher subsidies. 
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Example 4. Country D, with a 10% tax level, is below the reference level. Here 
it follows, that an estimated revenue level corresponding to the 20% refer- 
ence tax level will be used as basis for the payments to the EU. When subsi- 
dies are calculated then again, the 20% reference tax level will be considered 
as basis. This means that Country D will lose twice, with higher payments and 
lower subsidies. 


Figure 1. illustrates the situation in all the example cases. 


Reference tax illustrated 
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Remarks and Conclusions 
It is important to at least the following: 


v The reference tax level must be the same for all countries across the entire EU. 

v The actual reference level is per see not that important, but a realistic one adds to 
more credibility. The combined sums will always be the same as we have a closed 
system. 

v The actual tax level will still be defined by each country with full integrity and based 
on national interests. 

v The reference tax level will, however, encourage the member states to move to- 
wards the reference tax level or one above that. 

v The overall costs and financial subsidies in the EU would become lower leading to 
lower membership costs. 


As a conclusion, the reference tax level will lead to a harmonisation in tax levels and will 


suppress unhealthy tax competition. It will also lead to a more stable economic and political 
environment. 
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Figure 2. depicts the principal differences between flat and progressive taxation and the 
points where progressive taxation brings more revenues than flat taxation. The distribution 
of income level is considered to be the same across the examples. With low income the 
progressive tax would be lower than the flat tax and with higher income the progressive 
taxation would increase and surpass the flat taxation levels. 
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